AUDrTOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 
LEGISLATURE AND THE AMATHOLE DISTRICT MUNICIPAL GOUNCIL ON THE 
STATEMENTS AND PERFORMANCE INFORMATION OF 
AMATHOLE DISTRICT MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 200S 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1 I have audited the accompanying group financial statements of the Amalhole District 
Municipality which comprise the consolidated and separate siatemenis of financiaf 
positjon as at 30 June 2008. consotidated and separate siatemenis of fmancial 
performance, consolidated and separate statements of changes In net assets and 
consolidated and separate cash flow statements for the year then ended, and a 
summafy of signjficant accounting policies and other explanatory notes and Ihe 
accounting officer's report as set out on pages [xx] to [xx] 


Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financiaE statements in accordance with the applicable basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 to the 
financials statements and in the manner required by the Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue 
Act. 2007 (Act No. 1 of 2007) (DoRA). This responsibility includes: 


• designing, implementing and maintaining internaf control relevant to the 
preparation and fair presentation of financial statements that are free frorn 
material misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are reasonable in the circumstances. 


Responsibility of the Auditor^Generaf 

3, As required by section 188 of the Constitution of the Republic of South Africa, 1996 

read with section 4 of the Public Audit Act. 2004 (Act No. 25 of 2004) (PAA). my 
responsibility is to express an opinion on these financial statements based on mv 
audit. ' 

4, I conducted my audit In accordarrce with the International Standards on Auditing and 

0^2008, issued in Governmertt Gazette No. 31057 of 15 May 
2006. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance on whether the financial 
statements are free from material misstatement. 

5, An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor s judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error In making those hsk 


assessments, the auditor considers internal control reievant to the entity's 
preparation and fair presentation of the financiaJ statements in order to design audit 
procedures that are appropriate In the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's internal control 

6. An audit also includes evaluating the: 

• appropriateness of accounting policies used 

» reasonableness of accounting estimates made by management 

• o vera i I p rese ntation of the fin a n ciaJ state m en ts . 

7. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were obtained 
and used in accordance with the legally adopted budget, As the budget reporting 
standard is not effective for this financial year, I have determined that my audit of 
any disclosures made by the Amathole District Municipality in this respect wilt be 
limited to reporting on non-compliance with this disclosure requirement. 

8. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 


Basis of accounting 

9. The municipality's policy is to prepare financial statements on the basis of 
accounting determined by the National Treasury as set out in the accounting policy 
note 1, 


Basis for qualified opinion 


Property, plant and equipment 

10. Disclosed in note 1 are capital assets under construction of R 140.45 miilion and 
acquisitions of R929 000. Completed projects of R48.16 million were incorrectly 
ciassified as capital assets under construction. Capital assets under construction Is 
thus oversEaled and acquisitions understated by R48.18 million. Furthermore the 
municipality expensed all items of property, plant and equipment with a cost of R5 000 
or less in terms of their accounting policy. These assets should have been capitalised 
and depreciated in terms of GAMAP 17. Thus the treatment of such assets by the 
municipality does not meet the recognition requirements of GAMAP, 

11, Even through alternative procedures the extenl of the misstatement could not be 
determined and is thus unknown, but material. Due to this the completeness of property, 
plan! and equipment of R 1.3 billion as disclosed in the financiai statements could not be 
confirmed. 


Revenue and receivables 


12. Government Noltce 849 transferred all of the rights, obligations, assets and IfabiliUes in 
sanitation services of seven local municipalities to Amalhole 
District Municipality from 1 July 2006. A service provider was appointed to assist in an 
exercise to confirm the accuracy and completeness of accounts receivable for water and 
sanitation Based on the work peifotmed by the service provider the Amathole District 
Municipality continued with the updating of accounts receivable records after the 
financial year-end under review. As at 30 June 2008 water and Sanitation receivables for 

I autt’orities. namely Mbhashe, has been fully completed and 

upoaled on the rnurHd parity b accounting system (Venus), 

13.1^1 could not be determined, even through alternative procedures that water and 

R 7 fi f ® Consequently both revenue of 

R32.3 million reflected in Ihe annual financial 
statemenis are not accurate, correctly valued or complete. As the municipality uses 
receivables as a basis for determining the provision for bad debi it was also not possible 

con inm the completeness and accuracy of the provision for bad debt of R78.4 mitlion 
that are d is dosed (n notes 6 and 7. 


Commitments 

14. According to ^*^33 of the annoaf financial slatemenls commilmenis at 30 June 2D08 
amounted to R1.3 billion, ft was not possible, even through alternative procedures to 
conclude on a companson of awarded contracts and the individual commitments as 
documentation of R94.8 milJion was not provided by the rnunicipatily Of the 
compansons that could be performed differences of R1 7.24 million existed Under these 
brco^firZT accuracy of commitments of R1.3 billion could not 


Housing inventory 

^^'banXmd1o'’hel Pr°9^ess and those that were 

.r!.! H L ‘f’® municipality during the audit An 

unexplained difference in Ihis reconciliation of R2.54 million was found was thus not 
even though alternative procedures, possible to confirm the accuracy and completeness 

L tements ^ ^ annuaf^financial 


Irregular expenditure 

R7 ^ ffnancial statements is irregular expenditure of 

Se ac™ 1‘ r procedures, possible to confinn 

PPP’P'®'®"®*® Of this irregular expenditure as contracts and 
opening registers for expenditure of R4.98 million could not be provided during the 


Quatifred opinion 

17. In my opinion, except for the effects of the matters described in the basis for qualihed 
opjnion paragraphs, the financial statements present fairly, in all material respects, the 
financial posiKon of the Amathole District Municipality and group as at 30 June 2008 and 
financial performance and cash flows for the year then ended, in accordance with 

^^as^s of accounting and in the manner required by ihe MFMA and DoRA. 


Emphasis of matters 
I draw alien lion to the fol towing matters: 


Unspent project funds 

financial statements, includes unspent conditional grants of 
R1 99.69 mtllcon. Of ihese, individual projects lolalltng R 16.35 million (eight percent) 
Showed rro movement for the financial period under review except for interest earned 
Furtheimore the munictpality did not spend R199.69 million (forty three percent) of Ihe 
tolBl allocated budget (including rollovers) in the financial year under review. 

19. Included in ^e surplus for Ihe financial year of R62,24 million in the statement of 
financial performance are unspent priority project funds of R79.8e million. These 
underspent funds represent sixty eight percent of the tolal available funds for Ihe 
nnancial year of R1 17.47 million and include prior financial year rollovers of R38.6 

mujtori, 


OTHER MATTERS 

responsibililies in the audit of 


Appointment of the municipal manager 

m appointed a municipal manager. As another candidate 
bnn« 1 r' ® interview this mailer was litigated. On 16 November 

2008 the Grahamstown High Court ordered Ihe decision not lo appoint the candidate 

m^nnopTth ^ Poi^ls iP be reversed. The municipalil/s application 

m appeal the decision of the Grahamstown High Court was dismissed on 19 November 


Internal controls 

' !! accounting officer must ensure that the 

Tnri “If and maintains effective, efficient and transparent systems of financial 
and nsK management and internal control. The lable below depicts the root causes that 

opinion. The root causes are categorised according to the five components of an 


effective system of internal ContmL (n some Instances deficiencies exist in more than 
one internaf control component. 


1 RepoiUrtg ftem 

Control 
' environment 

Risk 

avsMament 

Comrol 

actJvltfes 

Information and 
communfcalion 

IHoriitorIng 

Property, plant and 
equipment 

1 




X 

Revenue and 
receivables 



X 



Commitments 





X 

Kausing invanlory 

X 





Irregular expenditure 



X 




Contruj^l environmgnt : estahtishes I he foundation for [he fOlemal control system by providing rundamental 
discipline and Structure for financial reporting 


Risk asso^menl : involves the identiftcation and analysis by management of relevant Hnancial reportJrig 
risks to achieve predetermined financial reporting oblecUves. 

Pontroi activities : policies, procedures and practices that ensure that managemenrs finencial reporting 
objectives are achieved and financial reporting risk mitigation slrategies are carried out. 

Informa hqn and cpmmunicalipn : supports all other control componenis by communlcaling control 
responsibilities for financial reporting to employees and by providing financjal reporting information in a 
form and time frame that allows people to carry out Iheir financial reporting duijes. 

external oversight of internal controls over financial reporting by management or other 
parties outside the process; or the application of independent methodologies, like customised procedures 
or standard checklists, by employees wilhin a process. 


Matters of governance 

22. The MFMA tasks the accounting officer with a number of responsibftities concerning 
financial and nsk management and internal conlroJ. Fundamental to achieving this is the 
implementation of certain key governance responsibilities, which J have assessed as 
follows: 



Audit committee 

The muniGipalily had an audit committee in operation throughout 
the financial year. 


1(b) I The audit committee operates in accordance with approved written 
I terms of reference. 


1(c) I The audit committee substantially fulfilled its responsibilities for the 
I year, as set out in section 166(2) of the MFMA. 


^ No. 

Mattdr of governance 

Yes 

Hq 


Internal audit 



2(a) 

The municipality had an internal audit function in operation 
throughout the financial year. 



2(b) 

The internal audit function operates in terms of an approved 
internal audit plan. 



2(c) 

The jnternal audit function substantially fuifilJed its responsibilities 

for the year, as set out in section 165^2) of the MFMA. 


¥ 


Uther matters of governance 



3 

The annual finanoial statements were submitted for audit as per 
the legislated deadiines in Section 126 of the MFMA. 



4 

1 he annual report was submitted for the auditor for consideralion 
prior to the date of the auditor's report. 



5 

The financial statements submitted for audit were not subject to 

any material amendments resulting from the audit. 


¥ 

6 

No significant difficuftles were experienced during the audit 

concerning delays or the unavaiJabrlrty of expected information 
and/or the unavailability of senior management. 


¥ 

7 

The prior yearis external audit recommendations have been 
substantially implemented. 



8 

1 here are documented policies and procedures and control 
systems to ensure the reliability of finenciaJ reporting 



9 

There are documented policies and procedures and control 
systems to ensure compliance with applicable laws and 
regulations. 



10 

1 he information systems were appropriate to facilitate the 
preparation of financial statements that are free from material 
misstatement. 



11 

Delegations of responsibilities are in place. 



12 

Supply chain management policies and procedures were 
appropriately applied. 



13 

There is a functioning performance management system 



14 

Based on the available informalionp performance bonuses are only 
paid after proper assessment and approval by those charged with 
governance. 




Imptementation of Standards of Generali/ Recognised 

Accounting Practice (GRAP) 



15 

I 

The municipality submitted an impJemeniation plan detailing 
progress towards full compliance with GRAP, to the National , 

Treasury and the relevant provincial treasury before 30 October 

¥ 



No, 


Matter of governance 


No 


r 


16 


17 


2007. 


The munrcipality substantially complied with the implementation” 
plan it submitted to the National Treasury and the relevant 
provincial treasury before 30 October 2007. detailing its progress 
towards full compliance with GRAP. 

The municipality submitted an implementation plan, detailing 
further progress towards full compliance with GRAP, to the 
National Treasury and the relevant provincial treasury before 31 
I March 2008. 


Ye* 


Unaudited supplementary schedules 

23. The schedules set out on pages xxk to xxx do not forin part of the annual financial 
statements and are presented for information purposes oniy. Accordingly, they have not 
been audited and no opinion is expressed thereon. 


REPORT ON PERFORMANCE INFORMATION 

1 . I have reviewed the performance information as set out on pages xx to xx. 


Responsibility of the accounting officer for the performance info'imation 

2. in terms of section 121{3)(c) of the MFMA, the annual report of a munidpaiily must 
Include the annual performance report of the municipality prepared by the municipality in 
terms of section 46 of the MSA, 


Responsibility of the Auditor-General 

3. I conducted my engagement In accordance with section 13 of the PAA read with 
Generat Notice 676 of 2008, issued in Government Gazette No, 31057 of 75 May 
2008 and section 45 of the Municipal Systems Act (Act 32 of 2000) (MSA), 

4. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor's judgement. 

5. I believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 



Audit findings (performance information) 


Reasons for variances between pJanned and actual performance not included in 
the annual report 

6. None of the reasons between planned and actual performance of reported 
information for pnority areas and objectives were supported by adequate 
explanations for the variances in the annual report. 


Evidence materially inconsistent with reported performance information 

7. The planned, objectives, indicators and targets tn the integrated development plan 
were inconsistent when compared with the objeottves. indicators and targets 
reported in the annual report. Examples are in the maximising inwmBf governance 
systems and water and sanitaiton priority areas. 


Changes to planned performance information not approved 

8. None of the changes to the objectives, indicators and targets in the current year's 
integrated development plan were approved for maximizing internal governance 
systems and water and sanitation. 


Lack of sufficient appropriate audit evidence 

9, I was unable to obtain sufficient appropriate audit evidence in relation to the 
performance information of the AmalhoEe District Municipality, as I was unable to 
obtain access to the following supporting documentation pertaining to objectives 
Jfsted below: ^ i 

• To create a healthy working environment within ADM 

• To ensure compliance with the Employment Equity Act 

• To meet the HDI targets set for capital and non-capital projects as per the SCM 
Policy 

• Alignment of IT Strategy to ADM business strategy 

• Business continuity 

improve financial management In tine with f nancial management requrrements 

• Address all matters associated with the audit report. 


APPRECIATION 

1 0. The assistance rendered dy the staff of the Amathole District IVlunidpafily during the 
audit is sincerely appreciated. 


East London 
1 1 December 2008 





AUDITOR 
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